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Introduction
New research and techniques in economics and finance have been used to deal with important issues that have emerged from the 2008-09 Global Financial Crisis that started in the USA, the sovereign debt crisis that emanated from Europe in 2010, and the resulting policy uncertainty in the USA and worldwide. Despite the ensuing recovery, mounting financial risk and economic policy uncertainty have confounded investors, portfolio and hedge fund managers, and policy makers alike, especially in the USA and Europe. Financial risk management is difficult at the best of times, but especially so in the presence of economic policy uncertainty. The special issue will present an extensive range of papers by leading scholars in the field on "Advances in Financial Risk Management and Economic Policy Uncertainty". The purpose of the special issue is to highlight a number of areas of research in which novel econometric, financial econometric and empirical finance methods have contributed significantly to the analysis of financial risk management when there is economic policy uncertainty, especifically the power of print: uncertainty shocks, markets, and the economy (Alexopoulos and Cohen, 2014) , determinants of the banking spread in the Brazilian economy: the role of micro and macroeconomic factors (Almeida and Divino, 2014), 4 forecasting value-at-risk using block structure multivariate stochastic volatility models (Asai, Caporin and McAleer, 2014) , the time-varying causality between spot and futures crude oil prices: a regime switching approach (Balcilar, Gungor and Hammoudeh, 2014) , a regime-dependent assessment of the information transmission dynamics between oil prices, precious metal prices and exchange rates (Balcilar, Hammoudeh and Fru Asaba, 2014) , a practical approach to constructing price-based funding liquidity factors (Bouwman, Buis, Pieterse-Bloem and Tham, 2014) , realized range volatility forecasting: dynamic features and predictive variables (Caporin and Velo, 2014) , modelling a latent daily tourism financial conditions index (Chang, 2014) , bank ownership, financial segments and the measurement of systemic risk: an application of CoVaR (Drakos and Kouretas, 2014) , model-free volatility indexes in the financial literature: a review (Gonzalez-Perez, 2014) , robust hedging performance and volatility risk in option markets: application to Standard and Poor's 500 and Taiwan index options (Han, Chang, Kuo and Yu, 2014) , price cointegration between sovereign CDS and currency option markets in the financial crises of 2007 -2013 (Hui and Fong, 2014 , whether zombie lending should always be prevented (Jaskowski, 2014) , preferences of risk-averse and risk-seeking investors for oil spot and futures before, during and after the global financial crisis (Lean, McAleer and Wong, 2014) , managing financial risk in Chinese stock markets: option pricing and modeling under a multivariate threshold autoregression (Li, Ng and Chan, 2014) , managing systemic risk in The Netherlands (Liao, Sojli and Tham, 2014) , mean-variance portfolio methods for energy policy risk management (Marrero, Puch and Ramos-Real, 2014) , on robust properties of the SIML estimation of volatility under micro-market noise and random sampling (Misaki and Kunitomo, 2014) , ALRIGHT: Asymmetric LaRge-Scale (I)GARCH with Hetero-Tails (Paolella and Polak, 2014), the economic fundamentals and economic policy uncertainty of 5 Mainland China and their impacts on Taiwan and Hong Kong (Sin, 2014), prediction and simulation using simple models characterized by nonstationarity and seasonality (Swanson and Urbach, 2014) , and volatility forecast of stock indexes by model averaging using high frequency data (Wang and Nishiyama, 2014) .
The interesting, timely and novel contributions to this special issue should highlight and encourage innovative research in a variety of challenging areas associated with the topical and rapidly expanding areas of financial risk management and economic policy uncertainty.
The plan of the remainder of the paper is as follows. An overview of the 22 papers is presented in Section 2, and some final remarks are given in Section 3.
Overview
The first paper is "The power of print: Uncertainty shocks, markets, and the economy" by Michelle Alexopoulos (Department of Economics, University of Toronto, Canada) and Jon Cohen (Department of Economics, University of Toronto, Canada). There has been in recent years a renewed interest in, and a growing recognition of, the role played by uncertainty shocks in driving fluctuations in the economy and in asset markets. The authors create new text-based indicators of both general economic and policy-specific uncertainty from New York Times and use them to chart changes in the level of uncertainty in the USA for the period , to determine the role of policy in these swings, and to assess their impact on the economy, equity markets, and business cycles. Overall, the results indicate that uncertainty shocks, both general and 6 policy related, depress the level of economic activity, significantly increase stock market volatility, and decrease market returns.
In the second paper, "Determinants of the banking spread in the Brazilian economy:
The role of micro and macroeconomic factors", Fernanda Dantas The Netherlands) is on "Forecasting value-at-risk using block structure multivariate stochastic volatility models". Most multivariate variance or volatility models suffer from a common problem, the "curse of dimensionality". For this reason, most are fitted under strong parametric restrictions that reduce the interpretation and flexibility of the models. Recently, the literature has focused on multivariate models with milder restrictions, whose purpose is to combine the need for interpretability and efficiency faced by model users with the computational problems that may emerge when the number of assets can be very large. A contribution to this strand of the literature including a block-type parameterization for multivariate stochastic volatility models is provided. The empirical analysis on stock returns on the US market shows that 1% and 5 % Value-at-Risk thresholds based on one-step-ahead forecasts of covariances by the new specification are satisfactory for the period including the Global Financial The authors find that gold prices are the most informative in the high volatility 9 regime, while gold, palladium, and platinum are the most informative in the low volatility regime. While the platinum and palladium prices impact each other, the impacts in the high volatility regime are asymmetric. In addition to its low correlation in the group, the negative impact of palladium on the exchange rate and gold makes it a reliable hedge asset for investors. Gold is the least volatile variable, thereby affirming its use as a "safe haven" asset, while silver and oil are the most volatile in the group. Understanding the dynamics of these commodity prices should help investors decide how to invest during periods of low and highly volatility The paper proposes a computationally convenient and parsimonious approach for creating a funding liquidity factor, building on work that relates the funding constraints of financial institutions to their ability to exploit arbitrage opportunities.
By studying mispricing among bonds of similar characteristics but of different ages, the Fontaine-Garcia approach uses an arbitrage-free Nelson-Siegel framework to construct a price-based liquidity factor. However, this requires the use of a non-linear Kalman filter, which is computationally intensive in practice. The novelty of the paper is to suggest an easier method for constructing an alternative liquidity factor that retains much of the same properties. The authors construct an alternative liquidity factor estimate by relaxing the arbitrage-free assumption in the specification of the term structure model, and base it on a simple and flexible term structure specification.
They demonstrate that this parsimonious liquidity factor fits the data well. The constructed factor is highly correlated with the Fontaine-Garcia liquidity factor and other funding liquidity measures, such as the liquidity factor, the TED-spread and the CP-spread. investigate the daily robust hedging performance with trading costs for both the S&P 500 Index option (SPX) and Taiwan Index option (TXO) markets. A theoretical analysis is presented to cope with the price limit constraint in TXO. Robust hedging refers to minimal model dependence on the risky asset price. Two hedging categories, including "model-free" and "volatility-model-free," are investigated, and nonparametric methods for volatility estimation are considered in the empirical analysis. In particular, the instantaneous volatility is estimated by a novel nonlinear correction scheme of the Fourier transform method, which is justified in a simulation study for a local volatility model. An asymmetric phenomenon of hedging performance is found. Hedging portfolios constructed from the "volatility-model-free" category are found to induce much higher Sharpe ratios than those from the "model-free" category on SPX, while they are found to perform comparably on TXO. Owing to price limit regulations in Taiwan, the paper also develops a time-scale change method to explain this phenomenon. The asymptotic moment estimates of differences in some hedging portfolios are found to be consistent with the empirical findings. 
Marcin Jaskowski (Econometric Institute, Erasmus School of Economics, Erasmus
University Rotterdam, The Netherlands) asks and answers the question "Should zombie lending always be prevented?" in the thirteenth paper. It has been argued that zombie lending might have been one of the main culprits behind the sluggish Japanese recovery in the so-called "lost decade". Among others, zombie lending may lead to misallocation of capital, reduction of profits for healthy firms, and lower employment. The only remaining question is: Why do banks engage in zombie lending practices? Is it due to wrong incentives for bank managers, or perhaps misguided government policies? Using a simple model, the paper exposes a strong link between collateral value and the strategic importance of zombie lending. The author shows that zombie lending may be an optimal strategy for a bank in some cases as it leads to greater lending ex-ante and prevents further losses from fire sales.
Consequently, it can be argued that zombie lending is a side effect of market incompleteness and is ex ante welfare improving, so that it may not be possible or even desirable to prevent its occurrence. Another policy implication is that capital injection into banks would not solve the problem. However, direct purchases of the collateral on the market would certainly alleviate the problem of zombie lending.
In the fourteenth paper, "Preferences of risk-averse and risk-seeking investors for oil spot and futures before, during and after the global financial crisis", Hooi Hooi Kong, China) examine risk-averse and risk-seeking investor preferences for oil spot and futures prices before, during and after the global financial crisis by using the mean-variance (MV) criterion, the CAPM statistics, and stochastic dominance (SD) approach. The MV criterion shows that risk averters are indifferent between oil spot and futures prices, but risk seekers prefer to invest in oil futures rather than spot prices.
The information drawn from the CAPM statistics does not lead to any preference between oil spot and futures prices. The SD tests show that risk-averse investors prefer the spot index, whereas risk seekers are attracted to the futures index to maximize expected utility, though not expected wealth for the entire period, as well as for the sub-period before the 2008 Global Financial Crisis (GFC) and the sub-periods during and after the GFC. In order to compare the performance of spot prices in the pre-GFC and GFC sub-periods, it is found that the 2008 GFC has no impact on the means and variances, or the CAPM statistics. Moreover, the SD analysis reveals that spot prices from the pre-GFC and GFC sub-periods do not dominate each other, both risk averters and risk seekers are indifferent between the spot prices from the pre-GFC and GFC sub-periods, there is no arbitrage opportunity for spot prices before and after the GFC, and the spot market is efficient with respect to the GFC crisis. A similar conclusion is drawn regarding the impact of the GFC on the oil futures prices. The empirical findings in the paper provide useful information for academics, practitioners, and policy makers in their decisions regarding oil spot and futures markets, as well as towards the likely impacts of any significant financial crisis in the future. In the eighteenth paper, Hiroumi Misaki (Research Center for Advanced Science and Technology, University of Tokyo, Japan) and Naoto Kunitomo (Graduate School of Economics, University of Tokyo, Japan) investigate issues associated with "On robust properties of the SIML estimation of volatility under micro-market noise and random sampling". For estimating the integrated volatility and covariance by using high frequency data, the Separating Information Maximum Likelihood (SIML) method in the presence of micro-market noise has been proposed in the literature. The SIML estimator has reasonable finite sample properties and asymptotic properties when the sample size is large, under general conditions with non-Gaussian processes or volatility models. The paper shows that the SIML estimator is asymptotically robust in the sense that it is consistent and has stable convergence (that is, asymptotic normality in the deterministic case), as well as reasonable finite sample properties, when there is micro-market noise and the observed high frequency data are However, the tail indices, or maximally existing moments of the returns, can differ markedly across assets. In order to accommodate these stylized facts when modeling the joint distribution of asset returns, an asymmetric extension of the meta-elliptical t distribution is proposed. While the likelihood is tractable, for high dimensions it will be impractical to use for estimation. In order to address this issue, a fast, two-step estimation procedure is developed, based on a saddlepoint approximation to the noncentral Student t distribution. The model is extended to support a CCC-(I)GARCH structure, and is demonstrated by modeling and forecasting the return series comprising the DJIA. The techniques of shrinkage, time-varying tail dependence, and weighted likelihood are used to enhance the forecasting performance of the model with no added computational burden.
In the twentieth paper, entitled "The economic fundamentals and economic policy for the paper stems from the fact that various financial service companies routinely create "economic scenarios", whereby seasonal and nonstationary financial and economic variables are simulated (and predicted) using relatively simple time series models. These "economic scenarios" are subsequently used in risk management and asset allocation, as is often mandated by various world financial regulatory authorities.
The empirical findings suggest that a simple version of the seasonal unit root (SUROOT) model performs very well for predicting 8 of 14 variables, when the forecast horizon is 1-step ahead. However, for horizons of greater than one-step ahead, the SUROOT model performs poorly when used for prediction, suggesting that parameter estimation error is crucial to understanding the empirical performance of such models. This "parameter estimation error" result is confirmed via a series of Monte Carlo experiments. Simulation experiments yield similar conclusions, although SUROOT models in this case are useful for constructing "forward" conditional distributions at 1-and 3-step ahead horizons. Interestingly, simple periodic autoregressions do not have this property, and are found to perform very well in both prediction and simulation experiments, at all horizons up to 60 months ahead.
